China has drawn the world's attention with the emergence, rapid growth and increasing maturity of its real estate market in the past twenty years. Currently the world's third largest economy, China was the second largest Asian country for commercial property transaction capital flows in 2006 (JLL, 2007). International investors have recently shown considerable interest regarding property investment in China, via both direct and indirect property and changes to the rules governing internal funds are likely to initiate high levels of effective demand from domestic institutions too. China is yet to develop a Real Estate Investment trust (REIT) market; despite this investment demand encouragement for development of pilot REITs by the PRC government has waxed and waned with political imperatives to manage market and economic volatility. Chinese REITs would theoretically provide the opportunity for investors to access Chinese "property" returns with liquidity and flexibility and might further play a significant role in stabilising the Chinese capital market in the medium and long term.
Introduction
China is currently the third largest world economy and is on track to overtake Japan as the second (Standard Life Investment 2010) . This rapid expansion has driven the fast growth and increasing maturity of China's property market. High levels of growth attracted property investment from outside the country prior to the international financial crisis, as investors extended their funds globally, seeking higher yields and greater stock availability than offered by the mature markets (Cao & Keivani, 2007 , Jones Lang LaSalle, 2007 . This trend is likely to continue once the crisis recedes (Jones Lang LaSalle, 2009a , 2009b . The effectiveness of diversification into Asian property markets has been demonstrated by Addae-Dapaah and Loh (2005) , Bond et al.(2003) , Changha et al (2007) and Chinese property has been shown to significantly increase investment performance and diversification benefits within a Pan-Asian real estate portfolio ). Moreover, it has a special attraction to investors due to the volume of stock and its growth potential. As markets continue to develop, property assets especially in core business districts in major Chinese cities will become increasingly irreplaceable.
REITs were created in the 1960s to enable small investors to invest in real estate, in a similar manner to the wealthy individual or large insurance company and can provide exposure to a diversified range of real estate assets. Direct ownership of physical real estate and investing in shares of listed real estate companies are now common ways for investors to include real estate in their portfolios. The world has witnessed phenomenal growth of REITs over the last 15 years and while property markets are always essentially local, the REIT structure has recently become truly global: REIT vehicles are now available in 25 countries around the world (Goodchild, 2008) and are likely to spread further. Asia has experienced rapid growth in REITs since the first launch there in 2001. As yet, there is no available REIT regime in China although speculation suggests that a vehicle may be launched imminently, due to government recognition of the benefits it might bring to the Chinese market (Clifford Chance, 2010) .
This then forms the background for this research. Chinese REITs would offer domestic and overseas investors an opportunity to access "property" type returns, directly benefitting from the strong performance of the Chinese commercial market, but because they will be listed on a stock exchange, their performance will also be affected by the exchange on which they will be placed. Since the Chinese exchanges have a reputation for inadequate governance, high levels of volatility and poor levels of transparency, this research attempts to explore whether these factors are a disincentive to investors considering a Chinese REIT.
The structure of the paper is as follows: The literature review first considers the relationship between direct and indirect real estate returns, drawing on the global literature. Features of the situation in China are next reviewed, including demand for real estate investment in China, progress with developing its REIT structures and the existence of REITs based on Chinese property already listed on the Hong Kong and Singapore exchanges. The next section explores literature on the characteristics of the Shanghai Stock Exchange and compares its volatility with that of the Singapore and Hong Kong Exchanges. Finally the results are reported of a questionnaire survey, distributed to 60 property investment professionals in China. It investigates their perceptions of Chinese REITs and preferences in terms of investing in them through shares listed in the Shanghai, Hong Kong and Singapore stock exchanges.
Linkages between direct and indirect property performance
One of the most challenging problems facing institutional property investors is the relationship between direct and indirect property investment (Myer and Webb, 1993) , attracting extensive attention from both academics and practitioners over the years. Part of this challenge relates to the quality of direct property performance information provided by the indirect markets. Most of the early literature is primarily focused on US markets using REITs data to explain direct property performance and identify a "pure" real estate element that was not influenced by financial markets. As Giliberto (1990) Keim (1992,1993) , Webb (1993,1994) . Geltner (1995a and 1995b) set up a framework for testing lagging effects between direct and indirect investment after de-smoothing the direct property data and accounting for leveraging in the property company series. Studies on linkages between direct and indirect property markets by Ghosh et al (1996) , Clayton and MacKinnon (2001) and Hoesli and Serrano (2007) Oppenheimer and Grissom (1998) , Quan and Titman (1999) concluded that REITs show significant co-movement with stock markets. Recent Work by Pagliari et al (2005) and Morawski et al (2008) Sebastian and Schatz (2009) indicated that indirect property behaved more closely to direct real estate rather than stock markets in the long run.
Of direct relevance to the markets considered in this research, Barkham and Geltner's methodology was adopted by Ong (1994 Ong ( , 1995 and Cheung et al (1995) to test lead-lag relationships in Singapore and Hong Kong respectively. Presence of a "pure" property factor was further explored in Hong Kong by ; Chau et al (2001); and Newell et al (2004) . Indirect property returns were found to be more highly correlated with stock market returns than direct property returns. This reinforces the view that property companies, REITs and property trust performance are more reflective of stock market performance than the underlying direct property performance. The volatility of Hong Kong real estate companies were further assessed by Newell et al (2007) using a variance decomposition procedure. They found an increased contribution by real estate to Hong Kong real estate companies' volatility in recent years since the Asian Financial Crisis and the establishment of the Hong Kong Special Administrative Region (HKSAR).
Despite the significant international property investor interest in China, detailed empirical research regarding the dynamics of the Chinese commercial property markets is still limited though the literature has been developing rapidly, driven by economic growth and increased market maturity in the region. Nonetheless, research focusing on indirect property investment in China is limited, with a short time span. examined the performance of the direct real estate markets in Beijing, Shanghai, Guangzhou and Shenzhen and property companies listed on the Shanghai and Shenzhen stock exchange between 1995 and 2002. Risk-adjusted returns were calculated for the office sector to assess the lead-lag relationships between investment in the four cities and indirect property investments in China. There was no evidence of the real estate companies on the two stock markets Granger-causing their respective office markets, which reflected the real estate companies' geographical diversity, investing in cities other than those examined. These results were also unsurprising since the portfolios of many of these companies included a significant residential component. analysed the performance of commercial property in China from 1998 to 2007 for both direct and indirect property to assess whether adding Chinese commercial property to an Asian portfolio enhanced overall return. Shanghai office and retail properties and listed property companies in China were put into pan-Asian portfolios mixed with stock market equities, bonds and cash from those countries. Linkages were explored between the direct and indirect property markets for China and the six Asian countries using Granger causality tests. No evidence was found in China to suggest that the property companies Granger-causing the performance of the Shanghai office or retail property markets, which indicated opportunities existed separately within direct and indirect property.
Significance of property market and institutional demand in China
Fundamental to China's success in recent years has been strong economic growth and improved international business and financial competitiveness . The dramatic growth in Tier I cities and the emergence of numerous Tier II and III cities provide a large pool of quality assets and provide tremendous opportunities for domestic and overseas investors. The latest research by Pramerica suggested that at the end of 2009, the global distribution of commercial real estate is dominated by the top 10 countries, representing nearly 80% of the overall stock, whereas the top 5 countries accounted for more than 70% of the universe in 2002. Asia accounted for 24 per cent of global real estate in 2009, but is projected to represent over 40 per cent by 2019. Table 1 shows that China, which currently accounts for 5.3 per cent of the world share, is forecast to have the largest increase, contributing 25% to global real estate growth over the coming decade (Pramerica, 2010) . 
Source: EIU, IMF, Pramerica Real Estate Investors Research 2010
The rapid growth of the Chinese real estate market in terms of its size and maturity has attracted significant capital flows from overseas investors seeking portfolio diversification and potentially higher returns than their home markets provide. Funds and developers, mainly from the US, Europe, Australia, South Korea, Hong Kong and Singapore were the major purchasers of prime commercial assets in the main Tier I and Tier II cities in the years up to 2007. The financial crisis in 2008 dramatically reduced foreign capital flowing into the Chinese market as the buying power of those countries fell considerably. As yet, domestic companies, with relatively sound balance sheets weathered the storm better than their overseas counterparts. Having relatively strong purchasing power, they have become more active in the market. Figure 1 shows the domestic share of total investment rose from 36% in 2008 to 70% in the first half of 2009 (Jones Lang LaSalle, 2009c) . However, the volume of investment transactions was still relatively small in comparison to many developed markets, largely owing to the limited funding channels caused by a strictly controlled financial market. Create PDF files without this message by purchasing novaPDF printer (http://www.novapdf.com)
The landscape of the Chinese real estate market may be changed permanently after government rules were changed, permitting domestic insurance companies to invest in property assets from 1st October 2009. Mainland insurance companies are looking for areas to invest more than RMB 2 trillion (£200 billion) to meet their long term objectives (Wang et al, 2009 ). Jones Lang LaSalle made a conservative estimate that over 100 native insurance firms could potentially allocate RMB 236 billion (£24 billion) to property assets which offer stable income growth and long term capital appreciation. State-owned Enterprises have been active developers since the 1980s, especially at a regional level. They tend to retain strong links with local or central authorities and have taken advantage of the resulting financial support and looser restrictions. Some successful ones are well positioned to expand on a national scale.
The China Investment Corporation (CIC) was established with RMB 1.55 trillion (£150 billion) in 2007 as a sovereign wealth fund. It has primarily targeted mainland property assets through its subsidiaries, but more recent investment in the Morgan Stanley global property fund, which is expected to allocate a large portion to Chinese property, demonstrates its ambition towards the domestic market. The State Administration of Foreign Exchange (SAFE), which manages the foreign reserves in China and the National Social Security Fund (NSSF), which has accumulated a balance of RMB 1.52 trillion (£150 billion) are also likely to be significant players competing in the domestic market. Pension funds are also expected to participate with the allocation of property units across the country to hedge against inflation and maximise their portfolio returns (Jones Lang LaSalle, 2009c) . With a rising number of market participants with increased appetite for property, investment vehicles such as REITs, aiming to improve market liquidity and efficiency, will be in great demand.
Recent changes in the fund management legislation in China are likely to see an increased international focus on property investment opportunities there for both local and international investors. Major international property investors have shown considerable recent interest in China, particularly in Tier I cities and increasingly in the emerging Tier II and III cities. Their investment strategies have and investing in domestic companies trading on the Hong Kong Stock Market and Hong Kong based property companies with significant property investment and development activities on the mainland. The continued expansion and increased sophistication of China's office markets and real estate companies will see ongoing critical assessment of the role of direct and indirect real estate in China in international investment funds.
Progress on the launch of Chinese REITs
There are currently no REITs listed in China, which might absorb some of this potential future demand for real estate investments by providing a liquid tradable indirect vehicle, nor is there yet a single legal framework governing and facilitating them. To promote sustainable growth in the real estate sector, in 2003 the People's Bank of China (PBOC) issued Circular 121 which imposed strict controls on loans related to property activities provided by commercial banks such as project development, land banking, construction and individual home mortgages. These tough measures include obtaining official permits and registering 30 per cent capital before agreeing loan facilities, forcing developers to explore alternative funding sources and real estate trust companies, known as "quasi-REITs" have emerged to provide the required finance. These take the form of a mortgage trust, regulated by the provisions in the "Trust Investment Companies Management Guideline" released by the PBOC in 2002, amended in 2007 to suit market needs. The new rules still limit individual investors in trust companies to 50 individuals who must earn annual income exceeding RMB 200,000 (£20,000) and have a net worth of more than RMB 1million, limiting public access to the vehicles, despite demand from the public. As a result, loans raised through this channel were limited and associated with relatively poor transparency (Wang et al 2009) .
In 2004, the Chinese Banking Regulatory Commission (CBRC) issued a consultation draft to govern trust companies that engage in REITs and in 2007, the People's Bank of China appointed two securities companies to carry out REITs pilot programmes, but they never came to fruition due to overheating of the real estate market in 2007-8 (Clifford Chance 2010).
The main route for developers to raise funds is through traditional debt financing. Commercial bank loans typically fund up to 70 per cent of the project coast, while the remaining 30 per cent is required by banking regulations to be funded by the developers' own equity. This has led to an over-reliance on commercial banking lending because of the lack of a secondary market for property related funding, and ultimately increased the level of risk those banks have to undertake (Quek and Ong, 2008) . In late 2008 to 2009 the Chinese government therefore reconsidered REITs as a mean for easing the negative effects of the global financial crisis, by channelling finance to support troubled property developers. One of nine expansionary financial policies announced by the State Council in December 2008 was to introduce innovative financing channels including REITs. They are now considered as a potentially significant vehicle to reduce the risks of national-owned banks on which Chinese developers have relied heavily for financing.
Other key drivers of REIT development in China are its large pool of quality real estate assets with strong potential demand from Chinese institutional and individual investors and the ability of REITs to stimulate a better regulated property market through the influx of the real estate professional services that accompany and support a REIT market. They will offer an alternative method of raising finance and therefore an exit strategy for Chinese companies and property owners (Jones Lang LaSalle, 2009c) . In addition to stabilising the financial system, Chinese REITs could also have positive effects on government socio-economic policy by increasing participation in the wealth generated by the real estate sector (Wang et al 2009) .
A literature on the REITs market has developed in China (see Zhou 2004 , Mao, 2004 Lu, 2005 , Wei et al, 2005 , Chen, 2005 Lu, 2006, Long and Gao, 2006) . Barriers to developing Chinese REITs were identified as the lack of security of legal title, lack of professional fund and asset management expertise, different property valuation techniques, lack of market transparency, absence of a legislative framework and high taxation. Clifford Chance (2010) suggests that China's fragmented regulatory regime remains an obstacle to developing a viable single REIT framework and that the CBRC/PBOC proposal, the frontrunner of two possible vehicles, is currently an unlisted trust company with units tradeable on the interbank market and therefore of limited liquidity. The second proposal by the China Securities Regulation Commission (CSRC) is for a fund run by a securities/fund company, with units traded on the stock exchanges, providing full liquidity. However, this is likely to be permitted only after a successful pilot of the CBRC/PBOC model. Clifford Chance (2010) reports that several cities are competing to launch these pilot REITs, yet the likelihood and timing of any permission to proceed is as yet unknown.
Chinese REITs listed in Hong Kong and Singapore
While investors and potential REIT instigators wait for the starting gun in the PRC, listed property companies already play a significant role on both the Shanghai and Shenzhen stock exchanges. According to property companies listed on mainland China's exchanges in Shanghai and Shenzhen accounted for 6.5% of the value of global listed property companies in Q3 2007, exceeded only by the USA, Hong Kong and Japan (AME Capital 2007), They constituted 4 per cent of the market cap of these exchanges, exceeding Asia's average of 2 per cent, but significantly lower than the proportion for Hong Kong and Singapore of 15 per cent . As there are currently no REITs listed in China, it is rather difficult to quantify the actual demand for them. However, examinations of REITs listed in Hong Kong and Singapore with Chinese property components may provide an indication, although the different appeal of the respective stock markets, which will be discussed in the next section, may weaken its reliability. So far there have been four REITs launched outside mainland China, wholly or partially composed of Chinese property assets; they are listed in Table 2 . GZI REIT was launched by Guangzhou Investment Company Ltd in 2005 on the Hong Kong Stock Exchange, to become the first wholly composed of five retail and office assets in Guangzhou. It was oversubscribed by 117 times in the initial public offering (IPO) and offered the highest yield dividend among listed Hong Kong REITs at that time. A similar story was shared by CapitaRetail China Trust (CRCT) which launched in Singapore in December 2006. It successfully raised over $SG218.4 million (approx £100 million) and was oversubscribed by a factor of 167 times (Quek and Ong, 2008) . In 2007 RREEF, the real estate investment business of Deutsche Bank's Asset Management division also launched its China Commercial Trust including one office property in Beijing in the portfolio. Although the original US REIT structure is often used as a template, each country develops its own set of REIT rules. Table 4 contrasts the regulations for Hong Kong and Singapore, which act as a benchmark for considering the likely format of the proposed mainland listings. These issues have been considered in papers on Chinese REITs, as well as government policy, legal issues and the state of professionalism in the Chinese property market. Most such studies focus on Asian (mainly Hong Kong and Singapore) and international (US, Australian etc) experiences and make recommendations for the scale and structure, investment management, dividend policy, gearing and legal issues of REITs in China. Other issues regarding IPOs and SEOs, predictability of the REIT market and emerging markets are also discussed by Li et al (2001) and Chan at al (2003) . Over 35% of total assets permitted with disclosed credit rating (capping at 60%)
Dividend payout
At least 90% of annual net income after tax
At least 90% so as to enjoy exemption from paying corporate tax.
Source: CBRE Research 2009
Although the structure, political factors and legal aspects of REITs are issues beyond the scope of this research, they contribute to overall REIT market performance, and a notable difference between the proposed CBRC/PBOC vehicle is and the REITs listed in Hong Kong and Singapore is the fact that the latter are openly traded on the market and highly transparent.
Apart from these important, but as yet unknown details of the Chinese REIT structure, stock market volatility and indeed investors' confidence in the Chinese Stock Exchanges are likely to impact on the returns and risk of any future listed Chinese REITs. The next section therefore assesses the Shanghai Stock Exchange's volatility compared to those in Hong Kong and Singapore.
Stock market volatilities in Shanghai, Hong Kong and Singapore
The volatility of returns is widely used to represent risk: for stock markets it can be measured by the range and standard deviation of stock fluctuations over time. Create PDF files without this message by purchasing novaPDF printer (http://www.novapdf.com) 2.86% Table 5 shows the standard deviation of the Shanghai, Hong Kong and Singapore stock markets' returns indices and confirms that the Singapore stock market, at 2.86 per cent, has the lowest volatility of the three, only marginally exceeded by that of the Hong Kong stock market at 2.98 per cent. That in Shanghai is however substantially higher at 3.76 per cent, suggesting that the Shanghai Stock Market is considerably more volatile than those in Hong Kong and Singapore, and so entails more risk for investors .The choice of REIT listing location is therefore important for investors considering a choice of Chinese property REITs, particularly should the CSRC proposal lead to listing in Shanghai. 
Characteristics of the Chinese Stock Markets.
It may be useful to consider studies of the Chinese stock markets examining the peculiarities of their operations, price behaviour and level of market efficiency, in order to understand if possible why they are characterised as immature and display this relatively high level of volatility.
One feature of the Chinese markets is the historic distinction between A shares, available only to domestic investors, B shares originally available only to foreign investors and H shares in mainland companies, listed on the Hong Kong exchange. Access to the bulk of shares, the A shares, was restricted by the government as part of its policy of capital and exchange controls, but in view of the small size of the B share market, domestic investors were given access to it in early 2001. According to Wang and Di Iorio (2006) despite China joining the WTO in December 2001 and committing to open its A share market to foreign investment, there was no evidence of the necessary liberalisation of capital and exchange controls. They examined the segmentation of the A share market from world financial markets, suspected to arise from this situation. Using the MSCI world index as a measure of world financial market returns, they established that A shares were indeed segmented in this way over the period 1995-2004, although sub-period tests showed the A and B share markets were moving towards integration, as were the A and H share markets. Subsequent the Qualified Foreign Institutional Investors (QFII) programme, which in January 2006 allowed a limited amount of A share investment by approved foreign investors and the Qualified Domestic Institutional Investors (QDII) programme, were expected to integrate the markets further. Overall, these findings suggest that the investors in the Shanghai market are predominantly domestic and largely separate from those operating on the Singapore and Hong Kong markets. Lee, Li & Wang (2010) characterised these domestic investors in the Chinese stock markets as mainly individual rather than institutional investors. They tend to over-react to market shocks and engage in abnormal trading volumes around earnings announcements, compared to more informed institutional investors. Comerton-Forde and Ridge (2005) associated the high level of retail investors with the Shanghai market's high trading velocity (118%) compared to 52% in the Hong Kong market and 74% on the Singapore market. Moreover, they highlighted that the Shanghai market was one of the least concentrated in their study group of ten Asia Pacific exchanges in 2003, with only 34% of total market trade value in the top five companies, compared to 55% and 70% respectively in the Singapore and Hong Kong Exchanges. They assessed the Hong Kong Exchange as highly transparent. Tan et al. (2008) showed that the Chinese A share markets exhibit investor herding behaviour over short time horizons, which was stronger in rising markets, with high trading volumes and price volatility. This was not true for B shares, suggesting it is probably due to dominance of the A share market by individual domestic investors. This research was supplemented later (Chian et al, 2010) confirming A share market herding but suggesting it occurred in both upward and downward markets. Chen et al (2008) found that earnings management by companies was more rampant and stock prices were less informative in China than in the US. However Fifield & Jetty (2008) found that the A share market is more efficient than the B share market, which is unsurprising considering it is larger and more liquid and foreign investors have the disadvantage of language barrier, different accounting standards and lack of access to reliable information about local firms. However regulatory change in 2001, opening the latter to domestic investors, had increased its efficiency.
These ideas about differences in operation of the mainland Chinese markets and the Hong Kong market have recently been applied to indirect real estate listings there. Chau et al (2010) pointed out the lack of research on listed real estate companies in China and examined the effect on performance of the location where real estate companies are listed: whether in Hong Kong or mainland China. They examined whether performance varies due to differences in the two exchanges' 'corporate governance', a term representing some of the factors mentioned above, such as listing rules, financial systems, market participants and market maturity. They suggested the Hong Kong exchange was perceived as more 'disciplined' than the others i.e. having better governance. They hypothesised that the better the corporate governance structure, the stronger would be the linkage between direct and indirect real estate investment returns. Therefore the Hong Kong indirect market should lead direct property returns earlier than does the mainland market. They examined the returns of companies with real estate development and investment business in mainland China, some of which listed on the mainland exchanges and some on the Hong Kong exchange. They found that both indirect markets led the direct market, but the Hong Kong indirect market had a longer lead time than the mainland indirect market. Clearly higher linkages are desirable if indirect real estate is to fulfil investors' objectives, notable diversifying equity returns. Their further style analysis showed that mainland listed companies appeared to hold only 17% of real estate in their portfolios, compared to 51% for the Hong Kong listed companies, suggesting the former are a relatively poor substitute for direct mainland Chinese real estate investment. They were however unable to identify whether an apparent improvement in mainland listed companies' management performance was due to allowing more QFII to invest in A shares since 2006.
Other studies of REIT company governance for instance Bianco et al (2007) , Bauer et al (2010) , tend to focus on the 'agency problem' meaning the tendency of managers to further their own interests rather than those of the share holders. Lecomte and Ooi (2010) reviewed the relevant literature, developed a governance index and applied it to Singapore REITs to assess their governance deficiencies. They showed a positive relationship between governance and stock performance, though none was found between governance and operating performance.
The overall message to be drawn from the literature therefore is that the Chinese A share market is volatile, dominated by domestic individual investors, immature, less efficient than mature globalised markets, segmented from them and suffers from relatively poor governance. Property companies listed there are not as good a substitute for direct Chinese real estate investment as are those listed in Hong Kong (though no parallel information has been found for Singapore). These observations question whether REITs listed on Chinese mainland exchanges will be as useful as those listed on the Singapore and Hong Kong exchanges, in terms of substituting for direct Chinese real estate investment. They also beg questions about the attitudes of investors to REIT listings on these competing exchanges, due to the governance issues in the mainland exchanges. Investors' choices will undoubtedly be influenced by other factors such as repatriation of dividends and capital, taxation and accessibility of the competing exchanges. The next section reports the survey questionnaire which was conducted to explore these issues.
Questionnaire survey
In order to investigate Chinese investors' attitudes to investing in Chinese property REITs on different stock exchanges, a survey questionnaire was implemented in August 2009. Since Chinese listed REITs will probably attract substantial numbers of non-expert investors, the survey population would ideally be all potential REITs investors in China, but asking them about the merits of different stock exchanges for REIT listings at present is unlikely to yield useful information since knowledge of REITs amongst the public is very limited. A subset of informed real estate professionals was therefore selected for the survey: all presidents or managers of Chinese real estate companies who participated in a Real Estate Finance workshop at Tsinghua University. The sample is expected to give results representative of the perceptions and intentions of Chinese domestic real estate professionals, since these individuals come from different backgrounds and areas of China, but is not representative of the wider group of private, non-professional investors on the Chinese stock exchanges.
The online survey, created on SurveyMonkey, was distributed to a sample of 60 Chinese real estate professionals by means of a link in a personally addressed e-mail sent in August 2009, which explained the research topic, and. asked for return within a week. 56 responses were received, an unusually high rate of 93%, attributable to the personal and business relationships between the questionnaire distributor and the network. Respondents were assured of confidentiality.
Questionnaire results
All of the respondents said they were familiar with the concept of Chinese property REITs and 40 (71%) said they would like to invest in them, the other 29% did not want to. Motivations for investing were their perceived nature as equity type investments with potentially high returns, low risk and stable dividends and their liquidity compared to direct real estate, resulting from stock market listing. Presumably these expectations are based on well known REIT models elsewhere, whereas Clifford Chance (2010) suggests that of the two regimes currently under development, the CBRC/PBOC frontrunner is unlikely to offer liquidity or public availability although it may pave the way for a later fully liquid stock market product. Some thought REITs would become an important new finance channel and had a great future. Some argued that the main reason for wanting to invest in them is their expectation of strong growth in the underlying asset base: the Chinese real estate market. Reasons for not investing included perceptions that the Shanghai stock market did not offer profitable investment opportunities and that it was too complicated to invest in the other available options i.e. Chinese REITs listed in Hong Kong or Singapore.
All respondents agreed that the returns and risks of potential Chinese REITs would be affected by the performance of the underlying property market and also by that of the stock market where they are listed. These views correspond to the findings of research discussed above. Some respondents also identified the macro-economic environment and financial and monetary policies as determinants of REIT risks and returns.
When asked about the fundamental premis of this research: whether the regulation of the stock market is an important influence on investors' willingness to invest in a REIT, 86% thought it was a very important factor, 14% rated it as quite important and none thought it unimportant. This suggests that the following questions, which explore the respondents' attitudes to the two exchanges where Chinese property REITs are currently available, and the potential listing on the Shanghai Exchange, are of importance to investors' decisions about REIT investment. Figure 7 shows strong perceptions amongst the respondents that Shanghai Stock Market regulation was poorer than the alternatives, confirming the assumptions of Chau et al, (2010) and twice as many viewed the Singapore market, rather than that in Hong Kong, as the best regulated of the three. When offered suggestions for ways that the Shanghai stock market's regulation might improve, a large proportion chose all four options shown in Table 6 , suggesting they perceive shortfalls in all these areas, but have expectations that they may improve in future. Their perceptions of deficiencies in market governance agree with the findings, reviewed earlier, of Lee, Li & Wang (2010) , ComertonForde & Ridge (2005) , Chen et al (2008) and Chau et al (2010) .
These perceptions of the relative weakness of regulation in the Shanghai market suggests it is less desirable than those in Hong Kong and Singapore for listing Chinese REITs, and that the proposed CSRC REIT described by Clifford Chance (2010) might introduce extra risk for investors compared to currently available Chinese REIT products. This would therefore theoretically lower the asset price realised by the REITs' initiators. However, market regulation and transparency are only some of the factors relevant to REIT investment decisions. The 40 respondents (Group A) who wanted to invest in Chinese REITs were therefore asked further questions about their knowledge and perceptions of the exchanges currently and potentially offering such products.
The capital and currency restrictions maintained by the Government of the PRC (Wang and Di Iorio, 2006) add an interesting extra facet, which does not apply to the major global REIT markets such as those in Europe and the US. 75% of Group A said they were aware of how to invest in other countries' stock markets and repatriate their returns; the other 25% were not. Some suggested using a multinational bank such as Citibank or Chinese commercial banks providing electronic finance and investment services. The best known to them was Bank of China International Security Limited which they believed enables online stock trading for those with a registered account. However, despite 75% of Group A knowing how to invest in exchanges outside China, only 63% perceived the Hong Kong and Singapore exchanges as conveniently accessible: the remainder thought them difficult to access. In contrast, it is easy for Chinese domiciled investors to access the Shanghai market, indeed the high levels of retail investor involvement are well-recognised and contribute to its volatility (Comerton-Forde & Ridge, 2005 , Tan et al., 2008 , Lee, Li & Wang, 2010 . The difficulty of access accords with the segmentation of the mainland Chinese markets from those in Singapore and Hong Kong identified by Wang and di Iorio (2006) .
One of the classic features of the major world REIT regimes is tax transparency (APRA, 2009 , Clifford Chance, 2010 . Marsh (2010) confirmed that tax transparency is a feature of importance to investors in the proposed Chinese REIT frameworks. Knowledge about the tax status of REIT vehicles in Singapore and Hong Kong is therefore relevant in deciding where to make Chinese property REIT investments. Group A was therefore asked about their familiarity with REIT tax status in the Singapore and Hong Kong markets. 17% claimed to know the tax status well, 58% said they knew a little and 25% had no knowledge. Some investors identified tax transparency in these markets as a reason for preferring to invest there but on the other hand some argued that since the framework of rules for Chinese REITs are not yet defined taxation differences were not a reason for preferring Singapore or Hong Kong. Clifford Chance (2010) confirms the lack of any official guidance on the tax status of either of the two likely alternative Chinese REIT regimes. Having considered all the factors explored above: stock market regulation, capital and currency restrictions, perceived accessibility of the Singapore and Hong Kong REIT markets and knowledge about their tax transparency, those investors wishing to make Chinese property REIT investments were asked about their overall stock exchange preferences. Figure 8 shows clearly that the Shanghai market is least preferred and Singapore most, ahead of Hong Kong. Comments explaining these preferences included the weak rules for information disclosure on the Shanghai market, whereas disclosure on the Hong Kong and particularly the Singapore market was perceived as more transparent. Some commented that if the governance of the Shanghai market were to improve in future they would invest there, but only when they had developed trust in its operations. Table 7 .
The positive attitudes to regulation in Singapore agree with those of the respondents' to this research, but the formers' relative assessment of the Hong Kong market is relatively far weaker. The results might be expected to differ, due to respondents' different locations and hence their familiarity with the various markets: 67% of Allens Arthur Robinson's respondents live in Singapore and 18% in Australia, possible influencing their attitudes to these markets. The usefulness of the survey as a comparison is also reduced since it is unclear whether the respondents were assessing the REIT rules in each country or regulation of the markets on which they are listed, or indeed a combination of the two. In the absence of any existing REIT regulations in China, interpreting the results for that country is also problematic.
Conclusions
There is strong investor interest, both foreign and domestic, in benefitting from China's exceptional economic growth through investment in Chinese real estate. Indirect investment is an attractive option for less experienced investors, whether domestic or foreign, suggesting that REITs based on Chinese real estate would be in high demand. Chinese property REITs are already available on the Hong Kong and Singapore exchanges, although they offer only limited stock volumes. Although the Chinese government and regulatory authorities have for several years been considering alternative structures for REITs, none has yet been authorised, although they offer some potential political benefits which may lead to their introduction in the near future.
The literature establishes that REIT returns are affected by the performance of the stock market where they are listed as well as by that of the underlying property assets. The degree of linkage appears to vary over time and between markets; nevertheless it is a significant factor driving REIT returns and as such the characteristics of a particular stock exchange are of importance to investors considering Chinese REITs listed there. This prompts questions about the effect of a Shanghai listing on any new REIT vehicle to be launched in China.
It has been shown that over the period 2000 to 2009 the range and volatility of weekly index closing prices was greater for the Shanghai market than for those in Hong Kong and Singapore. This volatility suggests that investors in any new REITs listed on the Shanghai market will suffer higher risk than if they were to invest in Chinese property via REITs listed in Hong Kong or Singapore and theoretically this would reduce the prices achieved by the REIT initiators. Literature on the market efficiency and operating characteristics of the Shanghai stock market explains some of the features driving its relatively high volatility. Overall then, due to this and the relatively poor ability of its indirect property to substitute for Chinese direct property, it would appear that investors might be cautious about investing in REITs listed there, should they become available.
The survey of domestic Chinese real estate professionals in August 2009 confirmed that they recognise the performance of the stock market where they are listed affects REIT returns and all thought its regulation was an important factor influencing their willingness to invest. 76% wanted to invest in Chinese property REITs; the others did not due to their perceptions of the Shanghai market and the difficulties of investing in the alternatives available. The Shanghai exchange was overwhelmingly perceived as the worst regulated compared to the other two where Chinese REITs are currently available, with shortfalls in transparency, supervision, trading mechanisms and disclosure. 75% of those who wanted to invest in Chinese REITs were aware of how to invest through the alternative exchanges, but only 63% perceived this as a convenient process and 25% were uninformed about the tax transparency there. Overall, the Shanghai Stock Exchange was their least preferred investment location for Chinese REITs and Singapore was the most preferred, though some said they would invest via the former if it improved its governance to the extent that they came to trust it.
In conclusion, the attitudes of the survey sample show that any REIT listing on the Shanghai market is likely to be met with caution amongst domestic professional investors. Given the large number of individual non-professional investors active on the Shanghai market, any listing may nonetheless be successful but is likely to suffer from the relatively high volatility and other idiosyncrasies of the Shanghai market, making it a less than ideal vehicle for domestic and international investors seeking exposure to the Chinese property market. A further implication is that since REIT pricing should theoretically be depressed by this extra risk, REIT originators are likely to receive less for their assets than if they were to list them elsewhere.
